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FEDERAL DEPOSIT INSURANCE CORPORATION
L. William Seidman, CPA, and former managing partner of Seidman & Seidman received
U.S. Senate confirmation 10/16/85 of h is nomination by President Reagan to be a 
member of the Board of D irectors of the Federal Deposit Insurance Corporation, 
where he w il l  assume the position  of Chairman. At h is confirm ation hearing on 
9/19/85 before the Senate Banking Committee, Sen. Donald Riegle (D-MI) said in 
introducing Mr. Seidman that his background as a CPA was "clearly prime training 
for the position" and he received praise from the other members of the Banking 
Committee for his impressive background. At the hearing Mr. Seidman discussed his 
views about bank insurance, risk  premiums, modified payoffs and non-bank 
loopholes. He was Dean of the College of Business at Arizona State University at 
the time of his nomination and was Co-chairman of the White House Conference on 
Productivity  from 1983-84, Vice-chairman of the Phelps Dodge Corporation from 
1976-80, an Assistant to the President for Economic Affairs under President Ford 
from 1974-77, Managing Partner of Seidman & Seidman from 1968-74 and Director of 
the Federal Reserve Bank of Chicago, Detroit Branch from 1966-70. Mr. Seidman has 
been a member of the AICPA since 1953.
INTERSTATE COMMERCE COMMISSION
Certification of Railroad Annual Report R-l by Independent Accountant is the t i t le  of 
a f in a l rule recen tly  published by the ICC (see the 10/16/85 Fed. Reg, pp. 41899- 
41902.) Class I railroads w ill be required to submit a report from an independent 
public accountant stating that specified data in the R-l annual report have been 
examined, using agreed upon procedures and found in compliance with the Uniform 
System of Accountants for Railroad Companies, according to the ICC. The report 
would also present any exceptions which come to the attention of the accountant 
during the examination. This rev ision , according to the ICC, w i l l  provide an 
alternative to the audits currently performed by the ICC s ta ff. Prior to adoption 
of th is  f in a l ru le  by the ICC, i t  considered proposals submitted to i t  by the 
AICPA, several major public accounting firm s, and the American Association of 
Railroads. After consideration of the proposals, the ICC directed its  Bureau of 
Accounts to meet with representatives of the AICPA "to develop audit procedures 
necessary to assure the continued r e lia b ility  of reported data." The ICC intends 
to implement the new program for the 1986 annual reports due on March 31, 1987. 
The auditors' report, according to the ICC, w il l  be prepared in compliance with 
SAS No. 35 and the railroad s w i l l  f i l e  the report as an in tegral part of the 
annual report R-l. For further information contact Bryan Brown at 202/275-7510.
O FFICE OF MANAGEMENT AND BUDGET
Recognizing the need to provide compliance requirements for some programs not covered
by the OMB Compliance Supplement, a number of federal agencies have developed
additional compliance supplements that would complement the April 1985 OMB Comp­
lian ce  Supplement. Such additional guidance may be h elpfu l to auditors in 
conducting single audits. Currently, the Department of Education, the Department 
of Labor, and the Department of Interior have developed additional supplements. 
Other agencies are in the process of developing additional compliance supplements. 
The additional compliance supplements may be obtained from the respective federal 
agencies' regional inspectors general for audit.
SMALL BUSINESS ADMINISTRATION
Legislation which would remove the small business investment company (SBIC) and the
minority enterprise SBIC (MESBIC) programs from the jurisdiction of the SBA and
place them in the private sector was introduced on 10/2/85 by House Small Business 
Committee Chairman Rep. Parren Mitchell (D-MD). The measure, H.R. 3484, provides 
for the formation of a government-sponsored, p riva te  corporation for sm all 
business investment (COSBI). The p rivate  corporation is  designed to provide 
access to capital markets for SBICs, thus allowing those same companies to provide 
a stable and continuing flow of venture capital to small business. SBICs, author­
ized by Congress in 1958, are privately owned and managed investment firms that 
provide equity capital, long-term financing and management assistance to young and 
growing businesses. Licensed and regulated by the SBA, SBICs borrow funds from 
the government on a long-term b asis for reinvestm ent in sm all firm s. MESBICs, 
authorized by Congress in 1972, provide sim ilar services for minority and other 
econom ically disadvantaged businessmen. Since th eir inception, the SBIC's and 
MESBIC's have invested a combined $6 b ill io n  in some 70,000 sm all businessses. 
There are cu rrently  500 such companies with a ssets  of more than $2 b illio n . 
Supporters of the b i l l  say that placing these investment programs in the private 
sector w ill increase the flow of capital to small business, generate thousands of 
new jobs in various in d u stries, reduce the fed eral d e f ic i t  by $1 b ill io n  and 
produce new tax revenues. The measure has 36 co-sponsors; hearings are 
anticipated in November.
TREASURY, DEPARTMENT OF
The annual interest rate changed on tax underpayments and paid on tax overpayments w ill
decrease from 11% to 10% on 1/1/86, according to the IRS. The annual rate  on 
underpayments of required installments of individual and corporate estimated tax 
w ill also decrease to 10%. The rate on underpayments of more than $1,000 arising 
from tax motivated transactions w il l  be 12% a fte r  12/31/85. Tax motivated 
transactions include e x ce ssiv e ly  high valu ation s, certa in  tax sh e lter losses, 
certain straddles and any use of an accounting method specified in regulations as 
a use that can d is to rt  income. For further inform ation contact the IRS Public 
Affairs Office at 202/566-4024.
Certain documents concerning tax litiga tio n  have recently been made available by the
IRS. The documents are: government briefs and reply briefs reviewed by the IRS
National Office before the documents are file d  in U.S. Tax Court; Service Sheets 
— le t te r s  of tran sm ittal sent d a ily  by the IRS National O ffice  to the U.S. Tax 
Court listin g  the briefs being transmitted that day for filin g ; and memorandums 
sur order (unpublished opinions) of the U.S. Tax Court. These documents are now 
available in the Freedom of Information Reading Room at the IRS National Office, 
1111 C on stitution  Ave., N.W., Washington, D.C. 20224. Copies may be made at a 
cost of 15 cents per page. For addition al inform ation contact the IRS Public 
A ffairs Office at 202/566-4024.
Established procedures for the disqualification of appraisals and appraiser's
testimony in connection with Treasury Department or IRS proceedings have been
adopted by the Department (see the 10/17/85 Fed. Reg., pp. 42014-19.) The 
regulations apply to any appraiser who has been assessed an aiding and abetting 
penalty under 26 U.S.C. 6701(a) a fte r  7/18/84. Authority for the regulations is 
contained in the D e fic it  Reduction Act of 1984. The procedures are intended to 
eliminate overvaluation tax shelters. For further information contact Mr. Leslie 
Shapiro at 202/566-6787.
TREASURY, DEPARTMENT OF
Dr. John Price, CPA, has been selected to serve on a new IRS advisory panel concerning
tax administration issues. The advisory panel consists of 18 advisors who are
acco u n ta n ts, a tto rn e y s , b u sin ess e x e c u t iv e s , educators, sm all business 
representatives and government o f f i c ia l s .  The group w il l  report to IRS 
Commissioner Roscoe L. Egger and senior IRS o f f i c ia l s .  Dr. Price is  the dean of 
the School of Business at Jackson State U niversity and has been a member of the 
AICPA since 1982.
Temporary regulations relating to the election to establish mixed straddle accounts
have been amended and re-issued  by the IRS (see the 10/17/85 Fed. Reg., pp.
42012-14.) The revised regulations provide that a mixed straddle account election 
w i l l  be e f fe c t iv e  only for the taxable year for which i t  is  made. Further, the 
election to establish one or more mixed straddle accounts for a taxable year must 
be made by the due date (without regard to extensions) of the taxpayer's income 
tax return for the immediately preceding taxable year. For further information 
contact Timothy McKenna at 202/566-4336.
Proposed regulations relating to returns required to be file d  on magnetic media w ill
be the subject of a 12/18/85 public hearing by the IRS (see the 9/18/85 Fed. Reg,,
pp. 37891-5.) Outlines of oral comments must be delivered or mailed by 12/4/85 to 
the Commissioner of Internal Revenue, ATTN: CC:LR:T (LR-289-82), Washington, D.C. 
20224. For further information contact B. Faye Easley at 202/566-3935.
SPECIAL; LEGISLATION EXPANDS INSPECTOR GENERAL ACT TO TVA
The Inspector General Act of 1978 would be expanded to cover the Tennessee Valley
Authority under legislation recently introduced by Rep. Ronnie Flippo (D-AL) and
Sen. Jeremiah Denton (R-AL) in the House and Senate. The two b i lls ,  H.R. 3464 and 
S. 1755, are id e n tica l. In general, the b i l l s  would authorize the IG to review 
the TVA's rate structure and periodic rate adjustments and report to the Congress, 
as w ell as to conduct, supervise and coordinate a l l  audits and in vestigatio n s 
re la tin g  to the TVA's programs and operations. Under provisions of the 
legislation, auditors and inspectors would report d irectly  to the IG, rather than 
TVA o ffic ia ls . The legislation also reorganizes the process by which problems are 
brought to the atten tion  of the TVA Board. In introducing H.R. 3464, Rep. Flippo 
said , "In many departments of government, the O ffice  of Inspector General has 
already become a respected veh icle  for advancing tra d itio n a l auditing and 
investigative sk ills . The inspector general concept is a valuable means to help 
restore confidence in the management of an agency by providing an experienced, 
independent evaluation of program a ctiv itie s. TVA could benefit from an inspector 
general..." Hearings have not yet been scheduled on either b i l l .
SPECIAL; PRESIDENT REAGAN SIGNS IMPUTED INTEREST BILL
Imputed interest legislation , H.R, 2475, specifying tax treatment of seller-financing
became P.L. 99-121 when signed by President Reagan 10/11/85 (see the 8/12/85 and
10/7/85 Wash. Rpts.). In general, the new law provides that where the amount of 
s e lle r-fin a n c in g  in a transaction  is  $2.8 m illio n  or le s s , the te s t  rate  is  the 
lessor of 9% or 100% of the A pplicable Federal Rate (AFR). The 9% rate  is  not 
available for new property e lig ib le  for the investment tax credit. I f the amount
of se lle r-fin a n c in g  is  more than $2.8 m illio n , the te s t  rate  is  100% of the AFR. 
The new law does not change previously used accounting methods. Generally, both 
p a rties  are required to use the accrual method of accounting to account for the 
in te re st in se ller-fin a n ced  transactions. I f  the amount of seller-financing is 
less than $2 m illion, both parties may use the cash method.
SPECIAL; AICPA PRESIDENT ADDRESSES NATIONAL BUSINESS AND FINANCIAL PRESS
'Those who would lay the blame for a company's fa ilu re at the feet of the auditors
many times overlook the fact that a business failu re is  not an audit fa ilu re ,"
according to AICPA President P h ilip  B. Chenok in an address before the National
Press Club in Washington, D.C. on 10/16/85. Appearing before business and 
financial reporters from the Nation's major newspapers, Mr. Chenok focused on what 
he characterized as congressional and media concerns over the responsibilities of 
CPAs. Turning to a recent se rie s  of accounting oversight hearings by the House 
Energy and Commerce Oversight and Investigation s Subcommittee, chaired by Rep. 
John D. D ingell (D-MI), he stated: "In essence, the Subcommittee suggests that 
the Nation's auditors —  and by extension the SEC —  have not been s u ff ic ie n t ly  
diligent in discharging their re sp o n s ib ilitie s ."  Mr. Chenok then addressed the 
questions of regulation , independence and audit q u a lity . He repeated h is view 
that "sufficient regulation over CPAs already exists" and outlined the following: 
the stringent requirements to become a CPA; the role of standard setting bodies 
such as the FASB, SEC and other Federal regulatory bodies; s ta te  licen sin g  and 
supervision; ethics codes of the State Societies and AICPA; the AICPA Division for 
CPA Firms, and the ro le  of the Public Oversight Board. Mr. Chenok a lso  pointed 
out that CPAs are subject to actions brought in the State and Federal Courts by 
private p la in tiffs .
Turning to the issue of management consulting or advisory services performed 
by CPA firm s, he acknowledged that the D ingell Subcommittee " is  questioning 
whether providing these services erodes the accounting firm's independence and 
objectivity when the services are provided for an audit client." He stated that 
"no evidence has been provided which suggests that performing management advisory 
serv ices has impaired auditor independence." He mentioned that "enforceable 
standards have been established by the AICPA which govern the work of those who 
perform MAS work." Mr. Chenok also stated that "the most important aspect of the 
D ingell hearings re la te s  to the question of whether or not auditors are 
e ffective ly  discharging their responsibilities." Distinguishing business failure 
from audit fa ilu r e , Mr. Chenok c ited  incompetent management, in s u ffic ie n t  
capitalization, new developments in the industry concerned, and fin a lly  increased 
competition as the main causes of business failures. He said: "Companies fa i l  
because of underlying business or economic conditions not  because of poor 
auditing." As to material management fraud which sometimes goes "undetected" in 
its  in it ia l stages, Mr. Chenok stated that "rather than an indicator of poor audit 
quality, the failure to detect management fraud is  more lik e ly  to be the result of 
the sophistication with which the fraud was carried out or the extent of collusion 
that may have existed ..."
Other areas addressed by Mr. Chenok included the p rofession 's e ffo r ts  to 
amend RICO by requiring a prior criminal conviction before its  c iv i l  provisions 
could be invoked, and a discussion of the auditors' l ia b ility  insurance concerns, 
focusing on increasing cost and increasing u n a v a ila b ility . Enactment of RICO 
reform legislation now under consideration by Congress would, according to Chenok 
"send a clear message to the insurance markets that this country is taking steps 
to curb excessive judgements and settlements." Mr. Chenok concluded by offering 
the assistan ce of the AICPA on the many issues that the business and fin a n cia l 
writers address periodically.
For further information contact Gina Rosasco, Shirley Hodgson or Nick Nichols at 
202/872-8190.
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